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Compilation and Review Alert—1993
Introduction
The Compilation and Review Alert—1993 is a nonauthoritative prac­
tice aid designed to help accountants plan their 1994 compilation and 
review engagements. It clarifies certain existing professional stand­
ards, suggests ways of implementing Statements on Standards for 
Accounting and Review Services in unusual circumstances, points out 
pitfalls that frequently occur in compilation and review engagements, 
and summarizes new professional and accounting pronouncements.
Implementing Statement on Standards for 
Accounting and Review Services No. 7
Statement on Standards for Accounting and Review Services 
(SSARS) No. 7, Omnibus Statement on Standards for Accounting and Review 
Services—1992 (AICPA, 1992), is effective for periods ending after 
December 15, 1993. Practitioners who have not early applied SSARS 
No. 7 will need to revise their compilation and review reports to reflect 
the new wording established in SSARS No. 7. This omnibus standard 
amends various sections of SSARS. Some provisions of the standard 
clarify existing guidance, while others change compilation and review 
practice.
Major provisions that change compilation and review practice—
• Revise the wording of the SSARS compilation and review reports to 
clarify that the standards referred to in these reports are Statements 
on Standards for Accounting and Review Services. This clarification 
is intended to differentiate the SSARS review report from the review 
report presented in Statement on Auditing Standards (SAS) No. 71, 
Interim Financial Information (AICPA Professional Standards, vol. 1, AU 
sec. 722). The requirements for a SAS No. 71 review are more exten­
sive than the requirements for a SSARS review, and the similarity 
between the two reports could cause financial statement users to 
assume that the requirements of a SAS No. 71 engagement have been 
fulfilled when, in fact, they have not. The Accounting and Review 
Services Committee (ARSC) decided to revise the wording of the 
compilation report at the same time they were revising the word­
ing of the SSARS review report. The first paragraphs of the new
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compilation and review reports are shown below. New language 
is shown in boldface italics, and deleted language is shown by 
strike-through.
Standard Compilation Report
I (We) have compiled the accompanying balance sheet of XYZ 
Company as of December 31, 19XX, and the related statements 
of income, retained earnings, and cash flows for the year then 
ended, in accordance with standards Statements on Standards 
for Accounting and Review Services established issued by the 
American Institute of Certified Public Accountants. I (We) 
have not audited or reviewed the accompanying financial 
statements and, accordingly, do not express an opinion or any 
other form of assurance on them.
(No change to the second paragraph)
Standard Review Report
I (We) have reviewed the accompanying balance sheet of XYZ 
Company as of December 31, 19XX, and the related statements 
of income, retained earnings, and cash flows for the year then 
ended, in accordance with standards Statements on Standards 
for Accounting and Review Services established issued by the 
American Institute of Certified Public Accountants. All informa­
tion included in these financial statements is the representation 
of management (owners) of XYZ Company.
(No change to the second and third paragraphs)
Make obtaining a representation letter a required, rather than 
an optional, procedure in a review engagement. To familiarize 
clients with the purpose and contents of a representation letter, the 
Auditing Standards Division has prepared a pamphlet titled The 
Representation Letter in a SSARS Review Engagement. The pamphlet is 
intended for clients who are unfamiliar with a representation letter 
and who may not have been asked to sign one before. A copy of the 
pamphlet is included as an attachment to this document (Product 
No. 055120CR; $15 for 25 copies). Pamphlets may be ordered from 
the AICPA Order Department. (See ordering information on page 
35 under "Order Department.")
Exempt a practitioner who types or reproduces client-prepared 
financial statements, without modification, from having to report on 
those statements as compiled. Now, SSARS No. 1, Compilation and 
Review of Financial Statements (AICPA, Professional Standards, vol. 2, 
AR sec. 100), includes a definition of submission of financial state­
ments that was previously included in an interpretation of SSARS. 
Accountants have had difficulty determining whether the services 
they perform constitute a submission of financial statements.
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Paragraph 1 of SSARS No. 1 states that an accountant should not 
submit a nonpublic entity's unaudited financial statements to a 
client or others unless he or she complies with SSARS No. 1. With­
out a definition of submission, accountants may inadvertently 
submit financial statements without adhering to professional stand­
ards. As amended, SSARS No. 1 defines submission of financial 
statements as presenting to a client or others financial statements 
that the accountant has—
a. Generated, either manually or through the use of computer 
software, or
b. Modified by materially changing account classification, 
amounts, or disclosures directly on client-prepared financial 
statements.
Many accountants issue compilation reports for services that do 
not result in a submission of financial statements. For that reason, 
SSARS No. 1 now provides the following examples of services that 
do not constitute a submission of financial statements:
— Reading client-prepared financial statements
— Typing or reproducing client-prepared financial statements, 
without modification, as an accommodation to a client (For 
more information on this topic, see "Typing Client-Prepared 
Financial Statements" on page 9.)
— Proposing correcting journal entries or disclosures to the finan­
cial statements, either orally or in written form, that materially 
change client-prepared financial statements, as long as the 
accountant does not directly modify the client-prepared finan­
cial statements
— Preparing standard monthly journal entries (for example, stand­
ard entries for depreciation and expiration of prepaid expenses)
— Providing a client with a financial statement format that does 
not include dollar amounts, to be used by the client to prepare 
financial statements
— Advising a client about the selection or use of computer software 
that the client will use to generate financial statements
— Providing the client with the use of or access to computer 
hardware or software that the client will use to generate finan­
cial statements
Some practitioners believe that the SSARS definition of submis­
sion is too specific. For example, consider the situation in which 
a client asks an accountant to read client-prepared financial
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statements, and the accountant identifies the need for a material 
adjustment. The accountant who marks the effects of a material 
correcting journal entry or writes a needed disclosure on client- 
prepared financial statements must adhere to SSARS No. 1; the 
accountant who prepares the material adjustment in journal entry 
format and submits it to the client to record is exempt. In the 
context of computer-generated financial statements, it actually 
comes down to who pushes the button that causes the financial 
statements to be printed. The definition is structured to allow an 
accountant who performs all services, including input of adjusting 
entries, to avoid the requirements of SSARS by having the client 
push the computer print button that generates the financial 
statements. Although the definition would allow such actions, 
accountants should not perform services that bring them so close 
to the boundary of submitting financial statements. Such 
unprofessional practices do not reflect the spirit of the definition. 
On the surface it would appear that the ARSC has drawn the 
boundary so narrowly that it has eliminated the need for judgment 
when evaluating the submission question. Although some may 
hold that view, the ARSC believes the only effective way to provide 
practical and clear guidance is to be specific. Such guidance, 
however, does not dispense with the accountant's need to exer­
cise judgment.
Major provisions of SSARS No. 7 that clarify existing practice include 
amendments that—
• Indicate that the definition of generally accepted accounting princi­
ples (GAAP) and the hierarchy of established accounting principles 
presented in SAS No. 69, The Meaning of Present Fairly in Conformity 
With Generally Accepted Accounting Principles in the Independent 
Auditor's Report (AICPA, Professional Standards, vol. 1, AU sec. 411), 
is also applicable to compilations and reviews of financial statements 
performed under SSARS.
• Make explicit that the accountant is not required to communicate 
to a client errors that are not material, and irregularities or illegal 
acts that are clearly inconsequential.
• Clarify the accountant's reporting responsibilities in a compilation 
or review engagement when he or she decides there is an uncer­
tainty about an entity's ability to continue as a going concern.
• Indicate that the guidance for evaluating the adequacy of disclosure 
of going-concern uncertainties is found in paragraphs 10 and 11 
of SAS No. 59, The Auditor's Consideration of an Entity's Ability to 
Continue as a Going Concern (AICPA, Professional Standards, vol. 1, 
AU sec. 341).
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• Indicate that the source of guidance for evaluating the adequacy of 
disclosure in financial statements prepared in conformity with an 
other comprehensive basis of accounting is paragraphs 9 and 10 of 
SAS No. 62, Special Reports (AICPA, Professional Standards, vol. 1, 
AU sec. 623).
• Clarify the applicability of SSARS No. 1 by indicating that in 
certain circumstances, an accountant may perform a review of a 
public company's financial statements under the provisions 
of SSARS.
• Inform readers of the sources of guidance on preparing and 
reporting on financial forecasts, projections, and similar presen­
tations.
Typing Client-Prepared Financial Statements
Paragraph 7 of SSARS No. 1 includes a list of services that do not 
constitute a submission of financial statements. One of the listed services 
is, "Typing or reproducing client-prepared financial statements, without 
modification, as an accommodation to a client." Practitioners have 
asked whether this exemption is applicable when a CPA types client- 
prepared financial statements on the CPA's letterhead. The Auditing 
Standards Division recommends that CPAs avoid typing client- 
prepared financial statements on their letterhead; however, if such a 
service is performed, the CPA should compile the financial statements 
and report on them accordingly. The basis for this conclusion is found 
in paragraph 6 of SSARS No. 1, which states that an accountant should 
not consent to the use of his or her name in a document or written 
communication containing unaudited financial statements of a non­
public entity unless he or she has compiled or reviewed the financial 
statements, and his or her report accompanies them.
Tailoring the Illustrative Representation Letter
Now that a representation letter is required in a SSARS review 
engagement, the Auditing Standards Division is reminding practi­
tioners of the need to tailor each representation letter to fit individual 
client circumstances. The representation letter included in appendix D 
of SSARS No. 1 is presented for illustrative purposes only and may 
need to be modified depending on the circumstances of the review 
engagement.
For example, the illustrative representation letter in appendix D 
contains the following client representation:
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The company has satisfactory title to all owned assets, and there 
are no liens or encumbrances on such assets nor has any asset 
been pledged.
If a client has liens or encumbrances on an asset and they have been 
properly disclosed in the financial statements, the representation letter 
should be modified as follows; new language is shown in boldface italics:
The company has satisfactory title to all owned assets, and there 
are no liens or encumbrances on such assets nor has any asset 
been pledged, other than that which has been properly disclosed 
in the financial statements.
Some practitioners believe that the representation letter in a review 
engagement should be modified to include a representation about 
management's responsibility for the fair presentation of the financial 
statements. Paragraph 4 of SAS No. 19, Client Representations (AICPA, 
Professional Standards, vol. 1, AU sec. 333), states that a representation 
letter in an audit engagement ordinarily includes a representation cover­
ing the following matter:
Management's acknowledgement of its responsibility for the fair 
presentation in the financial statements of financial position, results 
of operations, and cash flows in conformity with generally accepted 
accounting principles or other comprehensive basis of accounting.
Such a representation would also be appropriate for a representation 
letter in a SSARS review engagement.
Many of the AICPA Audit and Accounting Guides contain recom­
mendations for additional matters that should be covered in the 
representation letters of entities operating in specific industries. A 
number of examples follow.
The AICPA Audit and Accounting Guide Construction Contractors 
recommends that accountants consider obtaining representations from 
management of a construction contractor about the following matters:
• Method of income recognition used
• Provisions for losses on contracts
• Unapproved change orders, claims, and contract postponements 
or cancellations
• Backlog information, if presented in the financial statements
• Joint venture participations and other related-party transactions
The AICPA Audit and Accounting Guide Audits of Common Interest 
Realty Associations (CIRAs) recommends that the accountant consider 
obtaining representations about the following matters in a CIRA 
engagement:
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• Disclosures based on a study of future major repairs and 
replacements
• The CIRAs policy for funding future major repairs and replacements
• The CIRA's policy for disposing of the excess of revenues over 
expenses, if any
AICPA Audit and Accounting Guides summarize the practices 
applicable to specific industries and describe relevant matters, condi­
tions, and procedures unique to these industries. For a listing of indus­
tries for which guides are available, see page 24.
Financial Statements Submitted Electronically
Regulatory bodies or other users of financial statements may request 
that financial statements be submitted on a computer disk or through 
a data transmission network. Practitioners have asked about the 
applicability of SSARS to financial statements submitted in electronic 
format and about the mechanics of issuing a report when such media 
are used.
SSARS is applicable to financial statements submitted on a computer 
disk or through a data transmission network; therefore, an accountant 
must at least report on such financial statements as compiled. The 
accountant's compilation report may be included on the disk or transmit­
ted electronically through the data transmission network. There is no 
requirement that the accountant's report be manually signed and, 
therefore, no necessity for the accountant to submit a hard copy of the 
financial statements and accountant's report in these circumstances.
In certain cases, the requesting party may require that the financial 
statements be submitted on a prescribed form using an electronic format. 
SSARS No. 3, Compilation Reports on Financial Statements Included in Cer­
tain Prescribed Forms (AICPA, Professional Standards, vol. 2, AR sec. 300), 
defines a prescribed form as a standard preprinted form designed or 
adopted by the body to which it is to be submitted, for example, forms 
used by industry trade associations, credit agencies, banks, and gov­
ernmental and regulatory bodies. A prescribed form calls for depar­
tures from GAAP by specifying a measurement principle not in 
conformity with GAAP or by failing to request the disclosures required 
by GAAP. The Auditing Standards Division believes that the SSARS 
No. 3 definition of a prescribed form also encompasses a prescribed 
form in electronic format. When the prescribed form is in electronic for­
mat, and the form is designed without any means for the accountant to 
include his or her compilation report on the financial statements, the 
CPA should separately submit a hard copy of the financial statements 
and compilation report to the requesting entity.
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Performing a Lower Level of Service
Practitioners frequently ask whether they may accept an engage­
ment to perform a lower level of service on financial statements they 
have previously audited or reviewed, or whether they may com­
pile financial statements that omit substantially all disclosures after 
having compiled, reviewed, or audited full-disclosure financial state­
ments. This situation is to be differentiated from a step-down request 
that involves changing the level of service while the engagement 
is in process.
Paragraph 5 of SSARS No. 1 states that an accountant who performs 
more than one service on the same set of financial statements (for 
example, a compilation and an audit), should issue a report on the 
highest level of service rendered.
Interpretation No. 3 of SSARS No. 1, "Reporting on the Highest Level 
of Service" (AICPA, Professional Standards, vol. 2 AR sec. 9100.06-12), 
further clarifies this guidance by stating that—
• An accountant who performs more than one service on the same 
set of financial statements (for example, a compilation and an 
audit) will not be required to issue a compilation and an audit 
report. The accountant need only issue the report on the highest 
level of service performed (the audit report).
• An accountant may accept an engagement to perform a higher 
level of service on financial statements that he or she previously 
compiled or reviewed.
SSARS provides fairly clear guidance on matters related to perform­
ing a higher level of service, but is less clear on the question of whether 
an accountant may perform a lower level of service.
Some practitioners are reluctant to compile financial statements 
they have previously audited or reviewed because the accountant's 
compilation report will read, "I have not audited or reviewed the 
accompanying financial statements and, accordingly, do not express 
an opinion or any other form of assurance on them." They conclude 
that the disclaimer in the report would be misleading to financial state­
ment users because the accountant has, in fact, audited or reviewed the 
financial statements. These practitioners believe that the aforemen­
tioned disclaimer precludes the accountant from compiling financial 
statements after auditing or reviewing them. The Auditing Standards 
Division interprets the disclaimer in the compilation report to be 
engagement-specific and, therefore, concludes that the disclaimer 
refers only to the financial statements that accompany the accountant's 
report.
Practically, this matter should only present a problem when the 
accountant is asked to compile financial statements that omit sub­
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stantially all disclosures after compiling, reviewing, or auditing 
full-disclosure financial statements, because the financial statements 
in any other set of circumstances would contain the same information. 
Such a request might arise, for example, when a client wishes to 
provide its vendors with compiled financial statements that omit sub­
stantially all disclosures.
Paragraph 19 of SSARS No. 1 provides indirect guidance on this 
matter. It states that an accountant may compile financial statements 
that omit substantially all disclosures provided the omission of the 
disclosures is indicated in the report and is not, to the accountant's 
knowledge, undertaken with the intention of misleading those who 
might reasonably be expected to use the financial statements. If 
the accountant believes that the client's intent is to mislead users, the 
accountant should not comply with the request. However, if the 
accountant concludes that it is not the client's intent to mislead users, 
it would be appropriate to compile financial statements with substan­
tially all disclosures omitted after having compiled, reviewed, or 
audited full-disclosure financial statements.
Additional guidance is found in a footnote to paragraph 5 of SSARS 
No. 1 indicating that an accountant who previously has reviewed 
financial statements may subsequently issue a compilation report on 
financial statements for the same period if they are included in a 
prescribed form that calls for departure from GAAP.
Correcting Errors in Previously Compiled 
Financial Statements
A CPA may be asked to audit or review financial statements that 
he or she previously compiled. In the course of performing the audit 
or review, the accountant may become aware of misstatements or 
omissions in the previously compiled financial statements. What are 
the accountant's responsibilities when such matters come to his or 
her attention?
Paragraph 42 and Interpretation No. 4 of SSARS No. 1 refer the 
accountant to SAS No. 1 (AICPA, Professional Standards, vol. 1, AU 
sec. 561, "Subsequent Discovery of Facts Existing at the Date of the 
Auditor's Report") for guidance on such matters with the caveat that 
the accountant consider the different objectives of compilation, review, 
and audit engagements in applying the guidance. This section 
describes the procedures the auditor should follow when, subsequent 
to the date of the report on the audited financial statements, the auditor 
becomes aware that facts may have existed at the date of the financial 
statements that might have affected the auditor's report had he or she 
been aware of them.
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If the nature and effect of the misstatement or omission is such that 
the accountant's compilation report would have been affected if he or 
she had been aware of the error in the financial statements at the date 
of the report, and the accountant believes that there are persons 
currently relying on or likely to rely on the financial statements, who 
would attach importance to the information, the accountant should 
take action to prevent future reliance on the report. Such action would 
consist of advising the client to disclose the newly discovered informa­
tion and its effect on the financial statements to users of the compiled 
financial statements. Disclosure would ordinarily be achieved by—
• Notifying users of the financial statements that revised statements 
will be issued upon completion of the review or audit. This would 
be appropriate when issuance of revised financial statements will 
be delayed because of the need for prolonged investigation of 
the matter.
• Issuing revised financial statements and a revised report. If the 
financial statements have been audited or reviewed, the reason for 
the revision usually should be described in a note to the financial 
statements. If the financial statements have been audited, the 
reason for the revision should be referred to in the auditor's report. 
If the financial statements have been reviewed, the accountant 
may add a paragraph to the report describing the reason for the 
revision; however, this is not required if the reason for the revision 
is adequately disclosed in the financial statements.
The literature does not provide specific guidance on how to ensure 
that all clients will be notified about the misstated financial statements. 
A practical solution is for the client to request that users return all 
misstated financial statements and reports. The accountant might also 
request that the client represent, in writing, that all users have been 
notified of the matter and will be provided with copies of the revised 
financial statements and report.
In any situation where misstated financial statements are accompa­
nied by an unmodified accountant's report, the accountant should 
consider consulting his or her attorney.
Creative Report Language
The sample compilation and review reports presented in SSARS 
are illustrative rather than authoritative. A practitioner's report does 
not have to read exactly like the sample reports in SSARS; however, 
a compilation or review report that does not include the elements listed
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in paragraphs 14 and 32, respectively, of SSARS No. 1 would be consid­
ered deficient.
Paragraph 14 establishes the requirements for a report on compiled 
financial statements:
Financial statements compiled without audit or review by an 
accountant should be accompanied by a report stating that—
a. A compilation has been performed in accordance with State­
ments on Standards for Accounting and Review Services issued 
by the American Institute of Certified Public Accountants.
b. A compilation is limited to presenting in the form of financial 
statements information that is the representation of manage­
ment (owners).
c. The financial statements have not been audited or reviewed 
and, accordingly, the accountant does not express an opinion 
or any other form of assurance on them.
Paragraph 32 establishes the requirements for a report on reviewed 
financial statements.
Financial statements reviewed by an accountant should be accom­
panied by a report stating that—
a. A review was performed in accordance with Statements on 
Standards for Accounting and Review Services issued by the 
American Institute of Certified Public Accountants.
b. All information included in the financial statements is the 
representation of the management (owners) of the entity.
c. A review consists principally of inquiries of company person­
nel and analytical procedures applied to financial data.
d. A review is substantially less in scope than an audit, the 
objective of which is the expression of an opinion regarding 
the financial statements taken as a whole and, accordingly, 
no such opinion is expressed.
e. The accountant is not aware of any material modifications 
that should be made to the financial statements in order for 
them to be in conformity with generally accepted accounting 
principles, other than those modifications, if any, indicated in 
his report.
Although a practitioner does have some latitude in how these 
elements are expressed, the courts have demonstrated a preference for 
the standard compilation and review reports and deviating from the 
standard reports may elevate a firm's malpractice risk. The Auditing 
Standards Division recommends that firms use the standard report 
formats presented in SSARS.
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Engagement Letters
Paragraph 8 of SSARS No. 1 states that the accountant should estab­
lish an understanding with the entity, preferably in writing, regarding 
the services to be performed. Although an engagement letter is not 
required under SSARS, the Auditing Standards Division recommends 
that practitioners prepare an engagement letter for all engagements.
In today's litigious environment, liability claims against a CPA firm 
are always a concern. An engagement letter may help to minimize 
liability by documenting the details of the agreement between the 
CPA and the client. A well-written engagement letter helps to prevent 
misunderstanding, acts as a memory jogger when misunderstanding 
does occur, and reduces unrealistic expectations about the service to 
be performed.
An engagement letter ordinarily should include the following 
elements:
• A description of the nature of the service to be performed and the 
limitations of the service
• A description of any additional services to be performed such as 
tax-return preparation or bookkeeping services
• An indication of the time period covered by the engagement
• An example of the report the accountant expects to render
• An indication of the frequency with which the service will be 
rendered, especially when different services will be rendered with 
different frequencies
• An indication of the client's responsibilities during the engage­
ment such as responsibility for the preparation of account analyses
• Fees for the service and billing arrangements
• A statement that the engagement cannot be relied on to disclose 
errors, irregularities, or illegal acts
• A statement that the accountant will inform the appropriate level 
of management of any material errors that come to his or her atten­
tion and any irregularities or illegal acts that come to his or her 
attention, unless they are clearly inconsequential
Practitioners will need to revise their engagement letters to reflect 
changes in the wording of the compilation and review reports, as well 
as other changes introduced by SSARS No. 7. The illustrative engage­
ment letters presented in appendixes B and C of SSARS No. 1 have 
been revised to reflect these changes. (See pages 5-9 for a summary of 
the provisions of SSARS No. 7.)
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Maintaining Independence When Providing Payroll Services
CPAs may be asked to perform payroll preparation services for 
compilation or review clients when the employee responsible for pay­
roll is away or when management elects to have this service performed 
outside the organization. Management may prefer to have the CPA 
perform this service to preserve confidentiality or because no one 
on staff is trained to perform this service. A CPA providing payroll 
services should be aware of the need to maintain independence when 
performing an engagement that requires independence. The AICPA 
Code of Professional Conduct (AICPA, Professional Standards, vol. 2, ET sec. 
101.05), states that independence is impaired when the accountant 
assumes the role of management. For this reason, management—not 
the CPA—should determine which employees will be paid and the 
amounts they will be paid. Using the information provided by manage­
ment, the CPA may calculate the payroll, transmit payroll information 
to a payroll service, record the payroll, and complete payroll tax returns. 
However, the CPA should not sign payroll checks or payroll tax returns 
because these are responsibilities of management.
Before an accountant may report on financial statements, the client 
must accept responsibility for the financial statements as his or her 
own. This means that the client must be sufficiently informed of the 
enterprise's activities, financial condition, and the accounting prin­
ciples used to record transactions. Payroll transactions become part of 
the financial statements. If management is not sufficiently informed 
about payroll transactions, the CPA should discuss payroll accounting 
matters with the client.
The CPA is precluded from issuing an audit or review report on the 
financial statements of an entity with respect to which he or she is not 
independent, but may compile such financial statements. If the 
accountant is not independent in a compilation engagement, the 
following paragraph should be added to the compilation report:
I am (we are) not independent with respect to XYZ Company.
Responsibility for Determining the Appropriateness 
of an Engagement
Certain entities may be required by law, regulation, or contractual 
agreement to submit reviewed or audited financial statements. 
Management, not the CPA, is responsible for determining the level 
of service required and for engaging a CPA to perform that service. 
However, if a CPA becomes aware that the planned level of service does 
not meet relevant legal, regulatory, or contractual requirements, the
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CPA should inform the client of that fact. Although not required, the 
Auditing Standards Division recommends that any communication 
about this matter be in writing. If the communication is oral, the Audit­
ing Standards Division recommends that it be documented in the 
engagement working papers.
The decision as to the type of engagement that will be performed 
should be an informed decision. Clients need to understand the differ­
ence between a compilation, review, and audit engagement and should 
be aware of the different levels of assurance provided in each engage­
ment. The CPA should inform the client of the differences between 
the engagements and their relative values to the client. The Auditing 
Standards Division has prepared a pamphlet titled Understanding 
Compilation, Review and Audit that is designed to educate clients about 
the different types of services a CPA may provide. A copy of this 
pamphlet is included as an attachment to this document (Product No. 
338567CR; $22 per 100 copies). Pamphlets may be ordered from the 
AICPA Order Department. (See ordering information on page 35 
under "Order Department.")
Disclosure and Reporting Requirements When Financial 
Statements are Prepared in Accordance With an Other 
Comprehensive Basis of Accounting
It is important that the users of financial statements be aware of and 
understand the basis of accounting used when financial statements are 
prepared on a comprehensive basis of accounting other than GAAP. 
Examples of other comprehensive bases of accounting are the tax basis 
and the cash basis.
Footnote 4 of SSARS No. 1 refers the accountant to paragraphs 9 and 
10 of SAS No. 62 for guidance on evaluating the adequacy of disclosure 
in financial statements prepared in conformity with an other compre­
hensive basis of accounting (OCBOA). Paragraph 10 of SAS No. 62 
states that such financial statements should include a note discussing 
the basis of presentation and describing how that basis differs from 
GAAP. The effects of the differences between GAAP and the basis of 
accounting used in the financial statements need not be quantified. An 
example of a financial statement note describing the cash basis of 
accounting and how it differs from GAAP follows:
Note l—Cash Basis of Accounting
The Company prepares its financial statements on the cash basis 
of accounting but records depreciation and amortization of 
capitalized assets; liabilities for payroll withholdings; and accruals 
for payroll taxes, profit sharing contributions, and income taxes
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payable. Under the cash basis of accounting, revenues are recog­
nized when collected rather than when earned, and expenses are 
generally recognized when paid rather than when incurred. Con­
sequently accounts receivable from customers, trade accounts 
payable, and accrued expenses, other than those mentioned above, 
are not included in the financial statements as of December 31, 19XX.
Paragraph 7 of SAS No. 62 describes suitable titles for OCBOA finan­
cial statements. Because these financial statements do not present 
financial position and results of operations in accordance with GAAP, 
they should not be captioned or referred to using unmodified GAAP 
titles such as "Balance Sheet" or "Income Statement." Examples of 
appropriate titles for cash basis financial statements include "State­
ment of Assets and Liabilities Arising from Cash Transactions" and 
"Statement of Revenue Collected and Expenses Paid."
When financial statements contain adequate note disclosure con­
cerning the basis of presentation, and the financial statements are 
appropriately titled, a standard compilation or review report may be 
issued using the OCBOA financial statement titles. When the basis of 
accounting is not disclosed in the financial statements, the compilation 
or review report should be modified.
Paragraph 20 and Interpretation No. 12 of SSARS No. 1 indicate that 
OCBOA financial statements that omit substantially all disclosures 
should disclose the basis of accounting used. When these financial 
statements do not include disclosure of the basis of accounting, the 
basis should be disclosed in the accountant's report. This may be 
accomplished by adding a sentence such as the following to the first 
paragraph of the accountant's compilation report:
The financial statements have been prepared on the cash basis of 
accounting, which is a comprehensive basis of accounting other 
than generally accepted accounting principles.
Financial Statements Included With the Findings 
or Recommendations of Management Consulting 
Services Engagements
A CPA may be engaged to perform management consulting services 
that result in written findings or recommendations for client consider­
ation and decision making on subjects such as business valuation, 
purchase/lease decisions, and product pricing. When financial state­
ments are included with the written findings or recommendations 
of a management consulting services engagement and are submitted 
to a client or others (as defined in paragraph 7 of SSARS No. 1), SSARS 
are applicable and the accountant must at least compile the finan­
cial statements.
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The fact that the financial statements may only be incidental to the 
management consulting service engagement does not mitigate the 
need for the accountant to compile the financial statements. After an 
accountant submits financial statements to a client or others, he or she 
has little control over who will use the financial statements or how they 
will be used. That is why it is imperative that financial statements sub­
mitted by the accountant be accompanied by the accountant's report. 
The report tells the reader what service has been performed on the 
financial statements and the degree of responsibility the accountant is 
taking for those financial statements.
If the financial statements included with the findings or recommen­
dations of a management consulting service engagement have not 
been submitted by the accountant (for example, when they are pre­
pared by the client), the financial statements should be accompanied 
by an indication that the accountant has not compiled or reviewed the 
financial statements and assumes no responsibility for them.
The AICPA Code of Professional Conduct (ET sec. 92.04) states that 
incidental financial information, included in management consulting 
services reports to support recommendations to a client, do not con­
stitute financial statements. The professional standards provide no 
further clarification of the meaning of incidental financial information; 
however, if a presentation is deemed to be a financial statement, 
SSARS is applicable. Paragraph 4 of SSARS No. 1 includes a definition 
of financial statement and examples of presentations that are considered 
financial statements. In addition, Interpretation No. 15 of SSARS 
No. 1 provides guidance on differentiating a financial statement from 
a trial balance.
RMA Prescribed-Form Financial Statements
Robert Morris Associates (RMA), the association of bank lending 
officers, in conjunction with the AICPA Technical Issues Committee of 
the Private Companies Practice Section, has developed the Business 
Credit Information Package (BCIP), which can be used by nonpublic 
businesses when applying for credit from financial institutions. The 
BCIP contains a prescribed form for financial statements that requires 
selected disclosures rather than full disclosure and is tailored to the 
information needs of financial institutions.
SSARS No. 3 provides for an alternative form of compilation report 
when a prescribed form or related instructions calls for departures 
from GAAP by specifying a measurement principle not in conformity 
with GAAP or by failing to request the disclosures required by GAAP. 
The prescribed form for financial statements included in the BCIP 
requires all of the measurement disclosures of a GAAP presentation
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but not all of the note disclosures required by GAAP; therefore, SSARS 
No. 3 is applicable to these financial statements.
The BCIP contains the following sections:
• A Request Letter—The letter is issued by the banker and indicates the 
kind of financial information that will be required from the borrower. 
For prescribed-form financial statements to meet the requirements 
of SSARS No. 3, they must be requested by the lender, not the client 
or the CPA. The banker must accept responsibility for requesting 
financial statements that omit some of the disclosures required by 
GAAP. The Request Letter documents that the lender has requested 
the prescribed-form financial statements included in the BCIP.
• A Business Borrower Questionnaire—The questionnaire requests 
information about matters such as the company's major products or 
services, customers and suppliers, insurance coverage, account­
ing policies and procedures, and expected and past changes in 
the company.
• A Reporting and Disclosure Checklist—The checklist indicates which 
financial statements and disclosures are required by the lender.
• A Prescribed Form for the Preparation of Financial Statements—The 
completed form serves as the financial statements and supple­
mentary schedules.
• A Sample Accountant's Report—The sample report provides an exam­
ple of the report the accountant will render on the prescribed-form 
financial statements and supplementary schedules.
In addition to financial statements, the Request Letter lists other infor­
mation that the borrower may need to submit. Those items include 
interim financial statements, income tax returns, personal financial 
statements of the owner(s), copies of loan agreements for all existing 
credit facilities, and a copy of the current actuarial report for defined 
benefit plans. If the accountant submits interim financial statements 
for the entity or personal financial statements for the owner(s) of the 
entity, the accountant should at least compile the financial statements 
as required by SSARS No. 1. (Additional guidance concerning compi­
lation and review of personal financial statements is found in the 
AICPA Personal Financial Statements Guide, Product No. 011133CR; $26.) 
Preparation of income tax returns is an accounting service that is 
specifically excluded from SSARS No. 1, and the submission of copies 
of loan agreements and actuarial reports by the CIA are services that 
fall outside the scope of SSARS.
When all of the information requested by the banker is submitted as 
a package, the CPA should ensure that his or her lack of responsibility 
for any information he or she has not compiled, reviewed, or audited 
is clearly communicated.
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Considering or Accepting Employment With a Client
The AICPA Code of Professional Conduct (ET sec. 191.154) requires that 
an individual who is offered employment by, or seeks employment 
with, a client during the conduct of an engagement consider whether 
or not his or her ability to act with integrity and objectivity has been 
impaired. When an engagement, such as a review, requires independ­
ence, such individuals should remove themselves from the engagement 
until the employment offer is rejected or employment is no longer 
being sought, to prevent any appearance that integrity or objectivity 
has been impaired.
A CPA may become aware that an individual participated in an 
engagement while employment with the client was being considered 
or after it had already been accepted. The CPA should consider what, 
if any, additional procedures may be necessary to ensure that all work 
was performed with objectivity and integrity, as required under Rule 
102 of the AICPA Code of Professional Conduct. Any additional proce­
dures will depend on the nature of the engagement and may require 
reperformance of the work or other appropriate procedures.
If independence is impaired, a review report should not be issued 
without reperformance of procedures or performance of other proce­
dures. However, a compilation report with a paragraph added, noting 
the lack of independence, may be issued without performing addi­
tional work.
Recurring Reporting Deficiencies Noted in Compilation 
and Review Engagements
Certain frequently recurring reporting deficiencies are noted in peer 
and quality review letters of comment on compilation and review 
engagements. Among these deficiencies are the failure of the accoun­
tant's report to—
• Refer to all periods presented.
• Indicate the degree of responsibility assumed by the accountant 
for supplementary information presented with the financial 
statements.
• Indicate, when appropriate, that the financial statements are 
presented in conformity with an other comprehensive basis 
of accounting.
• Indicate that a statement of cash flows is not presented.
• Identify GAAP departures such as the lack of a tax provision.
• Cite titles that match the titles of the financial statements.
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GAAP for Compiled or Reviewed Financial Statements
Although there are different reporting and performance standards 
for compilation, review, and audit engagements, the accounting prin­
ciples to be followed in compiled and reviewed financial statements are 
the same as those in audited financial statements. Recently issued 
SSARS No. 7 adds a footnote to SSARS No. 1 to remind practitioners 
that the definition of GAAP and the hierarchy of established account­
ing principles presented in SAS No. 69 are applicable to compilations 
and reviews of financial statements.
A deficiency frequently noted in quality reviews of compilation and 
review engagements is the omission of certain financial statement 
disclosures required by GAAP. To avoid the inadvertent omission of 
required disclosures, many practitioners use a disclosure checklist that 
typically consists of a number of brief questions or statements accom­
panied by references to authoritative pronouncements. Checklists 
may be firm-generated or purchased from the AICPA or commercial 
publishers. The AICPA sells a generic corporation checklist and many 
industry-specific checklists. For additional information about these 
checklists, consult the AICPA Catalog of Publications. A free catalog may 
be obtained from the AICPA Order Department. (For ordering infor­
mation see page 35 under "Order Department")
The effective use of a disclosure checklist requires that a practitioner 
own or have access to certain authoritative accounting pronounce­
ments. SAS No. 69, issued in January 1992, revised the GAAP hierarchy 
and elevated the authority of certain accounting pronouncements, 
including AICPA Audit and Accounting Guides (the Guides), State­
ments of Position (SOPs), and FASB Emerging Issues Task Force (EITF) 
Consensus Positions. Because several organizations establish GAAP, 
there is no single publication that includes all GAAP pronouncements; 
however, the following publications contain pronouncements 
included in levels a through d of the GAAP hierarchy (must-know 
GAAP) and—if acquired and maintained—should provide accountants 
with an appropriate accounting library.
FASB Original Pronouncements—
Accounting Standards
This two-volume set contains the original text of accounting 
pronouncements. It includes Financial Accounting Standards Board 
(FASB) Statements of Financial Accounting Standards and Interpreta­
tions, Accounting Principles Board (APB) Opinions, AICPA Accounting 
Research Bulletins, FASB Technical Bulletins, and AICPA Account­
ing Interpretations. The pronouncements are arranged chronologically 
and the text includes a topical index (Product No. 005043CR; $83.50).
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AICPA Technical Practice Aids (Including Statements of Position)
SOPs issued by the AICPA Accounting Standards Division and 
Accounting Standards Executive Committee (AcSEC) Practice Bulle­
tins are included in this text. SAS No. 69 elevated the status of AcSEC 
Practice Bulletins to the authority of established accounting principles. 
This publication also contains a selection of nonauthoritative audit, 
review, compilation, and accounting questions answered by the 
AICPA's Technical Information Service (Product No. 005053CR; $60).
FASB Emerging Issues Task Force Abstracts
This text contains a summary of the proceedings of the FASB's EITF. 
Each abstract summarizes the accounting issues involved and the 
results of the discussion, including any consensus reached on the issue. 
SAS No. 69 elevated the status of EITF consensuses to the authority 
of established accounting principles. (Available from the FASB, 
(203) 847-0700, extension 10, Product No. EAB93; $33).
FASB Staff Qs and As
Qs and As published by the FASB staff provide guidance on the 
implementation of FASB Statements and are available for Statement 
Nos. 80, 86, 87, 88, 91, 96, 109, and 113.
AICPA Audit and Accounting Guides
These Guides summarize the practices applicable to specific indus­
tries and describe relevant matters, conditions, and procedures unique 
to these industries. The accounting guidance included in the Guides is 
in the GAAP hierarchy as authoritative GAAP. When an accountant 
compiles or reviews the financial statements of an entity, SSARS 
requires that the accountant possess or acquire a level of knowledge of 
the accounting principles and practices of the industry in which the 
entity operates. Although the audit guidance included in the guides 
may not be relevant to practitioners performing compilation and 
review engagements, the accounting guidance, illustrative financial 
statements and industry background included in the Guides should 
help accountants acquire knowledge of a specific industry. Guides are 
available for the following industries (product numbers are shown 
in parentheses):
Agricultural Producers and Agricultural Cooperatives (012142CR)
Airlines (013178CR)
Banks (011173CR)
Brokers and Dealers in Securities (012176CR)
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Casinos (013145CR)
Certain Nonprofit Organizations (013164CR)
Colleges and Universities (013322CR)
Common Interest Realty Associations (CIRAs) (012483CR); this 
guide contains a chapter on compilations and reviews of CIRAs.
Construction Contractors (012091CR)
Credit Unions (012048CR)
Employee Benefit Plans (012332CR)
Entities With Oil and Gas Producing Activities (012086CR)
Federal Government Contractors (012433CR)
Finance Companies (012461CR)
Investment Companies (012138CR)
Property and Liability Insurance Companies (011916CR)
Providers of Health Care Services (012426CR)
Savings Institutions (012102CR)
State and Local Governmental Units (012053CR)
Stock Life Insurance Companies (012034CR)
Voluntary Health and Welfare Organizations (012157CR)
Copies of Audit and Accounting Guides are available from the 
AICPA Order Department; $26 each.
Compilations and Reviews of Governmental Entities
Practitioners who compile or review the financial statements of state 
and local governmental entities should supplement their professional 
libraries with the Codification of Original Pronouncements: Governmental 
Accounting and Financial Reporting Standards. This text contains current 
authoritative accounting and financial reporting standards for state 
and local governmental entities. Governmental Accounting Standards 
Board (GASB) Statements, Interpretations, and Technical Bulletins 
are included. To order call the FASB at (203) 847-0700, ext. 10 (Product 
No. GCD93; $40).
Accounting Issues and Developments
Losses Resulting From Catastrophic Events
Losses resulting from catastrophic events have reached record pro­
portions and natural disasters continue to cause damage that results 
in significant financial loss. Judgment is required in determining the
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appropriate income statement presentation of losses arising from cata­
strophic events. APB Opinion No. 30, Reporting the Results of Operations— 
Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, 
Unusual and Infrequently Occurring Events and Transactions (FASB, Current 
Text, vol. 1, sec. I17), establishes the criteria for reporting extraordinary 
items in the income statement. Only in rare circumstances does an 
event—even a catastrophic event—meet both the unusual nature and 
infrequency of occurrence criteria of APB Opinion No. 30 for extraordinary 
item treatment. In most cases, losses stemming from natural catas­
trophes do not meet the second criterion—infrequency of occurrence. 
Events such as hurricanes, tropical storms, winter storms, and floods 
from heavy rains generally are not infrequent, because they are reason­
ably expected to recur in the foreseeable future in the environment in 
which the entity operates. Therefore, generally, it is not appropriate to 
report losses arising from such events as extraordinary items.
Postemployment Benefits
In November 1992, the FASB issued Statement No. 112, Employers' 
Accounting for Postemployment Benefits (FASB, Current Text, vol. 1, sec. 
P32), to establish accounting standards for entities that provide post­
employment benefits to former or inactive employees. The Statement 
is effective for fiscal years beginning after December 15 , 1993.
Postemployment benefits include, but are not limited to, salary con­
tinuation, supplemental unemployment benefits, severance benefits, 
disability-related benefits, job training and counseling, and continua­
tion of health care benefits and life insurance coverage. The Statement 
requires that entities accrue an obligation to provide postemployment 
benefits if all of the following conditions are met:
• The obligation is attributable to employees' services already 
rendered.
• Employees' rights to those benefits accumulate or vest.
• Payment of the benefits is probable.
• The amount of the benefits can be reasonably estimated.
If all of the preceding conditions are not met, entities should follow 
the guidance in FASB Statement No. 5, Accounting for Contingencies 
(FASB, Current Text, vol. 1, sec. C59) and accrue postemployment 
benefits when it is probable that a liability has been incurred and the 
amount can be reasonably estimated. If an obligation for postemploy­
ment benefits is not accrued in accordance with these requirements 
only because the amount cannot be reasonably estimated, the entity 
should disclose that fact in the financial statements.
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Postretirement Benefits Other Than Pensions
In December 1990, the FASB issued Statement No. 106, Employers' 
Accounting for Postretirement Benefits Other Than Pensions (FASB, Current 
Text, vol . 1, sec. P40). Although it applies to all forms of postretirement 
benefits other than pensions, Statement No. 106 principally focuses on 
postretirement health care benefits. The Statement is effective for fiscal 
years beginning after December 15, 1992, with a two-year delayed 
effective date for plans outside the U.S. and certain small nonpublic 
employers. The FASB has published "A Guide to Implementation of 
Statement 106 on Employers' Accounting for Postretirement Benefits 
Other Than Pensions." This publication is available from the FASB 
(203) 847-0700, extension 10, Product No. PQA106; $11.
Income Taxes
In February 1992, the FASB issued Statement No. 109, Accounting for 
Income Taxes (FASB, Current Text, vol. 1, sec. I27), which is effective for 
fiscal years beginning after December 15, 1992. FASB Statement No. 109 
requires an asset and liability approach for financial accounting and 
reporting for income taxes. It requires recognition of (1) current tax lia­
bilities or assets for the estimated taxes payable or refundable on tax 
returns for the current year, and (2) deferred tax liabilities or assets for 
the estimated future tax effects attributable to temporary differences 
and tax operating loss and credit carryforwards.
Practitioners will need to consider how the enactment of the Omnibus 
Reconciliation Act of 1993 (the Act), signed into law on August 10, 1993, 
will affect the valuation allowance for a deferred tax asset and the 
deferred tax provision. The effect of the Act's change in tax laws and 
rates on taxes for the current year should be recognized in the period 
that includes the enactment date (third quarter for calendar year entities). 
As such, the effect is a component of the income tax provision 
attributable to continuing operations and should not be presented on 
the face of the statement of operations in any manner that would imply 
anything else.
Statement No. 109 requires that deferred tax assets be recognized for 
temporary differences that will result in deductible amounts in the future 
and for carryforwards. A deferred tax asset valuation allowance must 
be established if it is "more likely than not" that all or a portion of the 
deferred tax assets will not be realized. The judgment about the need 
for a valuation allowance depends on each entity's specific facts and 
circumstances; there are no precise formulas for determining whether 
a valuation allowance is needed or the amount of the allowance. Such 
need is based on an assessment of the likelihood of the entity's ability 
to generate sufficient taxable income of the appropriate character (for
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example, ordinary income or capital gain) within the carryback or 
carryforward period under the applicable tax law to realize the tax 
benefits recognized as a result of deductible temporary differences, 
operating loss carryforwards, and tax credit carryforwards. The FASB 
has issued "A Guide to Implementation of Statement 109 on Account­
ing for Income Taxes." The publication is available from the FASB, 
(203) 847-0700, extension 10, Product No. TQA109, $11.
The EITF has addressed several issues related to income taxes. Refer­
ence should be made to EITF Consensus Positions in the "Other 
Pronouncements" section on page 31.
Impairment of Loans
In May 1993, FASB Statement No. 114, Accounting by Creditors for 
Impairment of a Loan (FASB, Current Text, vol. 1, sec. I08), was issued. 
This Statement applies to financial statements for fiscal years begin­
ning after December 15, 1994. Earlier application is encouraged. The 
Statement is applicable to all creditors, not just financial institutions, and to 
all loans, uncollateralized as well as collateralized. Large groups of 
smaller-balance homogeneous loans collectively evaluated for impair­
ment and loans measured at fair value or at the lower of cost or fair 
value, in accordance with specialized industry practices, are among 
the exceptions to this Statement.
The Statement amends FASB Statement No. 5 to clarify that a creditor 
should evaluate the collectibility of both contractual interest and con­
tractual principal of all receivables when assessing the need for a loss 
accrual. The Statement also amends FASB Statement No. 15, Account­
ing by Debtors and Creditors for Troubled Debt Restructurings (FASB, Current 
Text, vol. 1, sec. D22), to require that a creditor measure all loans 
restructured in a troubled debt restructuring involving a modification 
of terms in accordance with its provisions.
A loan, according to FASB Statement No. 114, is a contractual right 
to receive money on demand or on fixed or determinable dates that 
is recognized as an asset in the creditor's statement of financial posi­
tion. Examples include, but are not limited to, accounts receivable 
(with terms exceeding one year) and notes receivable. A loan is 
impaired when it is probable that a creditor will be unable to collect all 
amounts due (including both the contractual interest payments and 
the principal payments) according to the terms of the loan agreement. 
Statement No. 114 requires that impaired loans within its scope be 
measured on the basis of the present value of expected future cash 
flows discounted at the loan's effective interest rate or as a practical 
expedient, at the loan's observable market price or the fair value of 
collateral if the loan is collateral dependent.
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The term probable used in Statement No. 114 is consistent with its use 
in FASB Statement No. 5 and means that the future event or events are 
likely to occur. Paragraph 84 of Statement No. 5 notes that the condi­
tions for accrual established in Statement No. 5 are not inconsistent 
with the accounting concept of conservatism. That is, the conditions 
established in Statement No. 5 are not intended to be so rigid that they 
require virtual certainty before a loss is accrued. They require only that 
it be probable that an asset has been impaired or a liability has been 
incurred and that the amount of loss be reasonably estimable.
Investments in Securities
In May 1993, the FASB issued Statement No. 115, Accounting for Certain 
Investments in Debt and Equity Securities (FASB, Current Text, vol. 1, sec. 
I80), which is effective for fiscal years beginning after December 15, 1993. 
The new Statement supersedes FASB Statement No. 12, Accounting for 
Certain Marketable Securities, and its related interpretations. Statement No. 
115 will affect almost all business enterprises. The greatest effect, however, 
is expected to be on financial entities. The Statement covers all debt 
securities as well as the marketable equity securities that have readily 
determinable fair values. Not covered are securities accounted for by 
the equity method and investments in consolidated subsidiaries. This 
Statement does not apply to not-for-profit organizations and certain 
other entities that already report substantially all debt and equity 
securities at fair values.
Statement No. 115 establishes the following three categories for 
investments covered by the Statement and also provides the following 
reporting guidance for each category:
• Held-to-maturity securities (debt securities that the entity has the 
positive intent and ability to hold to maturity), to be reported at 
amortized cost
• Trading securities (debt and equity securities that are bought and 
held principally for the purpose of selling them in the near future), 
to be reported at fair value, with unrealized gains and losses 
included in earnings
• Available-for-sale securities (debt and equity securities not classified 
as either held-to-maturity or trading), to be reported at fair value, 
with unrealized gains and losses excluded from earnings and 
reported in a separate component of equity until realized
An entity should not classify a debt security as held-to-maturity if 
the enterprise has the intent to hold the security for only an indefinite 
period. Consequently, a debt security should not, for example, be
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classified as held-to-maturity if the enterprise anticipates that the 
security would be available for sale in response to changes in market 
interest rates and related changes in the security's prepayment risk, 
needs for liquidity, changes in the availability of and the yield on 
alternative investments, changes in funding sources and terms, or 
changes in foreign currency risk.
Paragraph 8 of the Statement indicates that certain changes in 
circumstances may cause the enterprise to change its intent to hold a 
certain security to maturity without calling into question its intent to 
hold other debt securities to maturity in the future. Such circum­
stances include evidence of a significant deterioration in the issuer's 
creditworthiness or a change in tax law that eliminates or reduces the 
tax-exempt status of interest on the debt security. In addition, other 
events that are isolated, nonrecurring, and unusual for the reporting 
enterprise that could not have been reasonably anticipated may cause 
an entity to sell or transfer a held-to-maturity security without neces­
sarily calling into question its intent to hold other debt securities to 
maturity. Such sales and transfers of held-to-maturity securities are 
expected to be rare.
In discussing the impairment of securities other than trading securi­
ties, Statement No. 115 indicates that if the decline in an individual 
security's fair value is judged to be other than temporary, its cost basis 
must be written down to fair value, which becomes the new cost basis. 
The amount of the write-down is included in earnings. For example, 
an other-than-temporary impairment exists if it is probable that the 
investor will be unable to collect all amounts due (principal and 
interest), according to the contractual terms of a debt security not 
impaired at acquisition.
The Statement specifically prohibits retroactive restatement of prior 
years' financial statements. Although Statement No. 115 typically would 
be initially applied as of the beginning of a fiscal year (such as January 1, 
1994), entities are permitted to initially apply the Statement as of the 
end of an earlier annual period for which financial statements have not 
yet been issued (with no restatement of interim periods).
Since all entities with a calendar fiscal year must classify their invest­
ments in securities in accordance with Statement No. 115 as of January 
1, 1994, those entities will also be able to apply the Statement as of 
December 31, 1993, if they wish to do so in their 1993 annual finan­
cial statements.
Contributions Received and Made
In June 1993, the FASB issued Statement No. 116, Accounting for Con­
tributions Received and Contributions Made (FASB, Current Text, vol. 1,
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sec. C67). The Statement is effective for financial statements issued for 
fiscal years beginning after December 15, 1994, with earlier application 
encouraged. Statement No. 116 establishes accounting standards for 
contributions and applies to all entities that receive or make contributions. 
With issuance of this Statement, the FASB has specified when and on 
what basis contributions should be recognized by both contributors 
and recipients. The Statement defines a contribution (avoiding the 
term pledge) as "an unconditional transfer of cash or other assets.. .or 
a settlement or cancellation of its liabilities in a voluntary nonreciprocal 
transfer.. . . "  Generally, contributions received, including uncondi­
tional promises to give, are recognized as revenues in the period 
received at their fair values. Contributions made, including uncondi­
tional promises to give, are recognized as expenses in the period made 
at their fair values. Conditional promises to give, whether received or 
made, are recognized when they become unconditional, that is, when 
the conditions are substantially met.
Other Pronouncements
Following is a list of various authoritative pronouncements issued 
from January 1, 1993, to November 30, 1993, and their effective dates.
Statements of Financial Accounting Standards and Interpretations 
Issued by the FASB
To order copies, call the FASB at (203) 847-0700, ext. 10.
Description Effective Date
FASB No. 114 Accounting by Creditors for 
(May 1993) Impairment of a Loan
Financial statements for 
fiscal years beginning 
after December 15, 1994
FASB No. 115 Accounting for Certain 
(May 1993) Investments in Debt 
and Equity Securities
Fiscal years beginning 
after December 15, 1993
(to be initially applied 
as of the beginning of 
an enterprise's fiscal 
year and may not be 
applied retroactively)
FASB No. 116 Accounting for Contributions 
(June 1993) Received and Contributions 
Made beginning after Decem­
ber 15, 1994, except for
Financial statements 





tions with less than 
$5 million in total assets 
and less than $1 million 
in annual expenses 
(for those organiza­
tions, the statement 
is effective for fiscal 
years beginning after 
December 15, 1995)
FASB No. 117 
(June 1993)
Financial Statements of Not- 
for-Profit Organizations
Annual financial state­
ments issued for fiscal 
years beginning after 
December 15, 1994, 
except for organizations 
with less than $5 million 
in total assets and less 
than $1 million in 
annual expenses (for 
those organizations, the 
statement is effective for 
fiscal years beginning 




Applicability of Generally 
Accepted Accounting Principles 
to Mutual Life Insurance and 
Other Enterprises
Financial statements 
issued for fiscal years 
beginning after Decem­
ber 15, 1994, except 
for the disclosure 
provisions, which are 










Accounting for OPEB Costs by Rate- 
Regulated. Enterprises
Accounting for Individual Credit 
Card Acquisitions
Date Position Reached 
January 21, 1993
May 20, 1993
Description Date Position Reached
93-2* Effect of Acquisition of Employer Shares 
for/by an Employee Benefit Trust on 
Accounting for Business Combinations
January 21, 1993
93-3 Plan Assets Under FASB Statement 
No. 106
January 21, 1993
93-4 Accounting for Regulatory Assets March 16, 1993
93-5 Accounting for Environmental Liabilities May 20, 1993
93-6 Accounting for Multiple-Year Retro­
spectively Rated Contracts by Ceding 
and Assuming Enterprises
July 22, 1993
93-7 Uncertainties Related to Income Taxes 
in a Purchase Business Combination
March 16, 1993
93-8 Accounting for the Sale and Lease­
back of an Asset That Is Leased 
to Another Party
July 22, 1993
93-9 Application of FASB Statement No. 109 
in Foreign Financial Statements Restated 
for General Price-Level Changes
September 23, 1993
93-10* Accounting for Dual Currency Bonds September 23, 1993
93-11 Accounting for Barter Transactions 
Involving Barter Credits
November 18, 1993
93-12 Recognition and Measurement of the 
Tax Benefit of Excess Tax-Deductible 
Goodwill Resulting from a Retroactive 
Change in Tax Law
September 23, 1993
93-13 Effect of a Retroactive Change in 
Enacted Tax Rates That Is Included in 
Income from Continuing Operations
September 23, 1993
93-14 Accounting for Multiple-Year 
Retrospectively Rated Insurance 
Contracts by Insurance Enterprises 
and Other Enterprises
November 18, 1993
93-16 Application of FASB Statement 
No. 109 to Basis Differences Within 
Foreign Subsidiaries That Meet the 
Indefinite Reversal Criterion of APB 
Opinion No. 23
November 18, 1993
*Because of the SEC staff's position on this matter, the EITF did not reach a 
consensus on the issue.
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Statements of Position Issued by the AICPA
To order copies, call the AICPA at (800) TO-AICPA. Product numbers 
and prices are shown in parentheses.
Description
SOP No. 93-1 
(January 28, 1993)
Financial Accounting and 
Reporting for High-Yield 





and for audits of such 
financial statements for 
fiscal years ending after 
December 15, 1993, and 
for interim periods 
within such years
SOP No. 93-2 
(February 1, 1993)
Determination, Disclosure, Annual financial state-
SOP No. 93-3 
(March 19, 1993)
SOP No. 93-4 
(April 22, 1993)
SOP No. 93-5 
(April 23, 1993)
SOP No. 93-6 
(November 22, 
1993)
and Financial Statement 
Presentation of Income, 
Capital Gain, and Return 
of Capital Distributions 
by Investment Companies 
(014877CR, $6)




Accounting and Financial 
Statement Presentation for 
Investment Companies 
(014874CR, $6)
Reporting on Required 
Supplementary Infor­
mation Accompanying 
Compiled or Reviewed 
Financial Statements 




for Employee Stock 
Ownership Plans 
(014803CR, $6)
ments for fiscal years 
ending after December 
15, 1993, and for interim 
statements for periods 
within such years
Upon issuance
Financial statements for 
fiscal years beginning 
after December 15, 1993, 
and interim periods 
within such years
Compilations and 
reviews of financial 
statements for periods 
ending on or after 
December 15, 1993
Fiscal years beginning 
after December 15, 1993; 




Note: The AICPA plans to issue the following two SOPs in Decem­
ber 1993:
_______________ Description_____________
SOP No. 93-7 Reporting on Advertising
(December 29, Costs (014804CR, $6)
1993)
_____ Effective Date
Financial statements for 
fiscal years beginning 
after June 15, 1994
SOP No. 93-8 
(December 29, 
1993)
The Auditor's Consideration 
of Regulatory Risk-Based 
Capital for Life Insurance 
Enterprises (014811CR, $6)
Audits of life insurance 
enterprises' financial 





The AICPA Technical Information Service answers inquiries about 
specific audit, review, compilation and accounting problems.
Call toll-free (800) TO-AICPA.
Ethics Division
The AICPA's Professional Ethics Division answers inquiries about the 
application of the AICPA Code of Professional Conduct. Practitioners may 





To order AICPA products, write: AICPA Order Department, P.O. Box 
2209, Jersey City, NJ 07303-2209; order via FAX, (800) 362-5066; or call 
(800) TO-AICPA (dept. #1). Prices do not include shipping and handling. 
When ordering, please specify the product number to ensure that you 
will receive the correct publication.
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